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The Maine Economy: Facing the Challenge

by
Laurie G. Lachance, State Economist
Maine State Planning Office

I ntroduction

Over the past decade and a half, the Maine economy has been through a period of extreme turbulence,
first soaring to new heightsthen plummeting to what hasfelt like new lows. The primary factorsthat had
propelled our growth in the eighties - aconsumer spending spree, an influx of defense spending dollars,
and an unprecedented real estate boom - vanished in 1990, causing the largest job lossesin our history.
Although the recovery path has been painfully dow and we have not emerged from this recession
unscathed, there are indicators that suggest that the new Maine economy is better positioned for long
termviability. Weface many challengesgoing forward, not theleast of which isstrengthening the balance
sheet at every leve - personal, business and State Government. But we are making progress, picking up
the pieces, developing a plan for the future, and laying a sound foundation for long-term economic

prosperity.

The Employment Picture
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Following an economic dide that lasted through much of 1990 and 1991 and eliminated 6% of the
employment base, Maine has been on afairly slow growth path (see Figure 1). Whiletypical recoveries
are marked by a resurgence in economic activity over the 4-6 quarters following the downturn, it has
taken Maine four full years to recoup the jobs that had been lost earlier this decade. Although thereis
growing concern over the relative quality of the jobsthat were lost as compared to the new jobs, at least
M aine has been made somewhat whole which is much more than can be said for southern New England.

AsFigure 2illustrates, the bulk of all jobs created through the eighties came from the nonmanufacturing
sector, led by medical and business services, retail trade and construction. Manufacturing employment
continued to dwindlethrough the decade with the exception of awork-force build-up at Bath Iron Works
in 1988 that bolstered the industrial job figures. Therecession took itstoll on both sectorsasthe cyclical
downturn combined with defense cutbacks and industry restructuring to eliminate over 34,000 jobs
spread fairly evenly over the services and goods-producing sectors. Maine' sjob growth going forward
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is expected to average 1.5%, a dlightly faster pace Fig. 2
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Job Quality and Income Growth

Despitethefact that M aine employment figureshave recovered to their pre-recession level, thereremains
agood deal of concern over therelative quality of thejobsthat have been created. Evenacursory review
of the average wage data suggests there is some validity to those concerns. Although wages are not the
only measure of job quality, they certainly areacritical component of overall quality and job desirability.

From 1989 to 1994, Maine Department of Labor figures show that there were 10 industries which
suffered acombined loss of 27,800 jobs over thefiveyear period. Theindustries experiencing thelargest
lossesincluded construction, shipbuilding, paper manufacturing, electrical equipment, lumber and wood
products and leather. These industries paid Maine workers an average annual wage of $29,227 (1994
dollars) and offered a minimum work week of 38.4 hours. In other words, considering that Maine's
average annua wagesin 1994 were below $22,000, the jobs lost in this downturn were predominantly
high-paying, full-time jobs.

By comparison, the 10 industries that added the largest number of jobsto Maine' s economy from 1989
to 1994 included hedlth, business, social and amusement services, local government, miscellaneousretail
and general merchandise stores. These 10 industries combined to offer Maine workers 22,800 new jobs
with an average annua wage of $19,777 and an average work week of 27-33 hours. The differencein
the“quality” of the new job offeringsascompared to thejobsthat werelost isboth striking and disturbing.

Another fact that surfacesfrom thisanalysisisthat themajority of thejobslost werein manufacturing and
virtually all of the new jobs are in the nonmanufacturing sector. And while it would not be fair to
characterize all manufacturing jobs as “good” and al service sector jobs as “less desirable”’, an analysis
prepared for the Economic Growth Council doessuggest thereisadistinct differenceintheaveragewage
rates of the two sectors. The Growth Council’ sanalysis basically assignsarank to each of the state’ s 65
industries based on the ability of each industry’ s weighted average wage to surpass the state and federal
poverty threshold for families of 2, 3, or 4 people.

If youweretoassignranksof A, B, C, and D to each industry based on averageindustry wages compared
to the 6 poverty hurdles, you would find that manufacturing jobs, in general, pay higher wages. Infact,
50% of all manufacturing categorieswould earn an A while only 38% of the nonmanufacturing categories
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would rank that high. In addition, not one of the manufacturing industries would receive a D but afull
15% of the nonmanufacturing industrieswould. Finally, the 7 industry groupsthat receive the less-than-
desirable“D” ranking include, restaurants, general merchandise, clothing and food stores, hotels, movie
theaters, and amusements, which happen to be some of theindustriesthat are forecast to grow the fastest
over the next few years.

So what does adl of thismean for Maine? Well, it means we now have a much clearer picture of where
to focus our economic development efforts. With this data, informed decisions can and are being made
as to which industries should be targeted in the State' s long-term development strategy. Through the
work of the Economic Growth Council, the King Administration, and such groups asthe M aine Chamber
and Business Alliance, strategies are being developed to enhance Main€e slong-term growth potential in
industries that offer a brighter future for Maine workers.

In addition, there are some encouraging signs in
Main€e's recent income statistics. Historically, i Pefigégta e
Maine has been characterized as being arelatively Loook AS  Percent of U.S. Averade
poor state. As Figure 3 shows, through the fifties,
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38th or 39th of the 50 statesin terms of overall per 75%
capita income levels, adding some justification to 1948 1958 1968 1978 1988
our “poor state” label.  But the unprecedented 1953 1963 1973 1983 1993
income growth in New England during the mid-
eightiescarried Maineto anew income plateau. By
the end of the decade, Maine's per capita income had grown to 93% of the national average and the
State’ srank had risen to 25th in the nation. Even with the deep regional recession of the early nineties,
Maine has lost some ground but has not returned to the pre-boom income levels.
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Looking forward, real per capitaincome growth in Maineis projected to continue along a slow growth
path, averaging 1%-2% annual increases through the next few years. Analysts hypothesize that the pool
of educated, unemployed or underemployed workersis currently large enough to diminish the bargaining
power of the employees, thus keeping wage gains to a minimum.

Unemployment

Relatively high unemployment rates havelong been anissuein Maine. The seasonal nature of our natural
resource based industries along with our high dependence on tourism cause the state’ sjoblessrateto vary
widely through the course of the year, driving up the annual average. With the exception of the mid-
eighties when labor markets in the northeast tightened dramatically, Maine's rate of unemployment is
usually above that of the nation’s and Maine frequently vies with Vermont for the distinction of having
the highest jobless rate in the region.

Within our state borders, the variation in the rates of unemployment can also be significant, with the
highest county rate being as much as 7.7 percentage points above the lowest county rate. AsFigure 4
shows, eveninthebest of timestherelative disparity among countiesonly closesto 5.2 percentage points.
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Throughout the past decade and a half,
Cumberland County has consistently achieved the
lowest jobless rate while Washington and Waldo
Counties have shared the distinction of having the
highest rates. The good news that can be drawn
from Figure 4 isthat all counties benefit in times of
economic growth. The discouraging news is that

there has been no sustained narrowing of the gap .
between counties with relatively low unemploy- 0% L——t 111111
ment rates and counties with relatively high rates. 1980 82 84 86 88 1990 92 94
Exceptionally high unemployment rates persist in @ Me.Avg.  mmHiCnty Rate weL0 Cnty Rate
certain regions of the state.

Fig.4
Maine Unemployment Rates
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As Figure 4 illustrates, Maine's statewide unemployment rate peaked at 9% in 1983, fell dramatically
through the eightiesreaching alow of 3.8%in 1988, then climbed rapidly through the recessionary period
towards a high of 7.9% in 1993. Although the jobless rate has drifted slowly downward through 1994
and 1995, no significant improvement is expected in the near term. Maine's unemployment rate is
forecast to continue its slow descent but will remain above national rates for the foreseeable future.

Construction and Finance

Throughout the nineties, the Federal Reserve Board has been very active in “fine-tuning” interest rates
to achieve a dow, steady recovery and to keep inflation under control. When the nationa economy
heated up during 1994 and surged towards 6% real Gross Domestic Product growth at the end of the
year, the Fed very effectively cooled thingsdown. The Fed’ sactivitiesaso had achilling effect on states
like Maine who have been struggling through this half-paced recovery, and the impact could be seen in
severa Maine indicators. In 1995, auto sales plummeted and housing permits started to dide. The
number of net new businesses fell and the percentage of nonperforming loans ticked upwards. State
Government revenue collections stalled and consumer confidence started to wane. With the memories
of 1990’ sdownturn still vivid, these very indicators have left Maine residents wondering if the economy
was headed for another fall.

Fortunately, even with the temporary weakness Fig.5
seen in some of the indicators, the Maine economy New England Banks
of today is much less vulnerable than the Maine | .. Percent Profitable

economy of 1989. The primary difference liesin
the relative hedth of the region’s financia
institutions. During the eighties, the New England 60%
region experienced a construction boom of 40%
incredible proportions. Rea estate values 20% ji]
appreciated as much as 100% in some areas and

speculative building flooded the market. When the
bottom fell out in 1989, many of the region's
financia institutions were left holding the bag. In
fact, the rea estate bust had such a devastating
effect on the financial sector, that by 1990, only 25% of the region’s commercia banks and 37% of New
England’ s savings banks were profitable (see Figure 5). In addition, from 1990 to 1994, the number of
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financial institutions serving the region fell from 595 to 454, a drop of 24%.

Currently, theshake-out intheregion’ sfinancial sector ismostly behind us. Mainebanksare quite healthy
and appear ready, willing and able to finance economic expansion in thisstate. A strong financial sector
is absolutely critical to our ability to grow and prosper, so this development makes us much less
vulnerable and bodes well for future growth.

With this as a backdrop, the outlook for construction activity in Maine is fairly positive. The forecast
suggeststhat residential housing activity will expand at avery dow paceand will bealmost entirely single-
family units. Our expectation isthat the speculative building of the eightiesisbehind usand aresurgence
in the construction of luxurious condominium units is unlikely. Maine non-residential construction
contract awards surged through 1995 which isagood sign for the years ahead. The state’ snon-building
construction contract awards stabilized at afairly high level in 1995, also a positive indicator.

The Challenge...

Maine has been expanding, albeit dowly, for afull four years. The chalenge we now face is how to
improve the balance sheets of households, Maine businesses, and State Government in a time of slow
growth. Thebill for our excesses of the eightiesjust came due and thereisno magic mega-bucksdrawing
that is going to pay it off overnight. That said, we are making progress towards putting our financial
houses in order and if we continue to doggedly focus on the ultimate goal of financia viability at every
level, we will undoubtedly survive and likely prosper.

...for Maine Consumers

Over the past 10 to 15 years, the American consumer appears to have thrown caution to the wind.
Consumer spending increased at phenomenal rates through the prosperous eighties. The savings rate,
which had averaged 8% through the seventies and early eighties, declined to 4% and has shown little or
no improvement since. The consumer’s willingness to take on debt has risen sharply from 12% of
personal income during the sixties, seventies and early eighties to 16% in 1989 and towards a new high
of 17% in 1995. Theresult? When the recession hit in late 1990, the consumer was totally unprepared.

While we have little M aine-specific data on savings rates and installment credit outstanding, we have no
reason to believe that Maine residents have behaved much differently. 1n addition, bankruptcy filingsin
Mainegrew by 130% through theearly part of the decade, showed significant improvement through 1993
and 1994, then haverisen dramatically through much of 1995. Whileit isimpossibleto separate persona
bankruptcy from businessfilings, current bankruptcy levelsin the Pine Tree State remain at nearly double
the pre-recession levels which suggests we still have some issues to work out. In addition, the Maine
Omnibus Survey, published by Market Decisions, reports that consumer confidencein Mainefell by 3.6
percentage points during the fourth quarter of 1995 to alevel that had not been seen since 1993. With
relatively high personal debt levels, sow income growth and waning confidence levels, the Maine
consumer should not be counted on for amajor spending surge in the near future.

Onamorepositive note, thelonger-term demographi c trends suggest that, oncewe haveworked through
the current financia issuesat the household level, the M aine consumer will be much better positioned. By
the year 2000, the baby boom will be fully in its peak spending years.



..for Maine Businesses

Perhaps the most encouraging news comes from Maine businesses. While few would report record
breaking growth, many Maine businesses have seen dramatic improvement in their business balance
sheets. Estimated corporateincometax paymentshave been very strong in recent monthswhich suggests
alevel of performance that Maine businesses have not seen in sometime. Although we continue to see
restructuring activitiesin several of the state' s largest employers, the downsizing appearsto be morein
an effort to preparefor longer term viability than in responseto financial losses. For example, thereports
ontherecent downsizing activitiesat L.L. Bean and the Portland Newspapersboth cited salesgrowth and
reasonable profits, however, neither sales growth nor profit levels were as high as had been expected.
Many businesses fedl that if they are going to truly compete, rather than just survive, in this new global
economy, they have to trim management layers and increase productivity wherever possible.

There are other encouraging signs as well. There are a number of paper industry expansions being
planned in the near future. Over thelast few months, there have been six new applicationsfiled for State
Tax Increment Financing. If al are approved, approximately 1,800 new jobs will be created in Maine.
About 800 of those jobs will offer average annual wages at the $18,000 level. The remaining 1,000
opportunities are expected to pay closer to $44,000 per job. Thiswill be atremendous boost for Maine
workers. In addition, the King Administration’s “Plus 1" development program for small businesses
includes proposals for ajob creation tax credit and a small enterprise growth loan fund, providing the
thousands of Maine’ s smaller businesseswith an incentiveto expand. The best newshereisthat if Maine
businessis able to grow and prosper, the problems of Maine State Government and Maine households
will be mitigated.

..for Maine State Government

The primary challenge for Maine State Government is to continue along this extremely difficult path of
fiscal responsibility. Giventhat afull 80% of Maine State General Fund Revenuesare derived from either
the sales tax or the persona income tax, and given that both income growth and consumer spending
increases are expected to be minimal, State Government will likely be facing very ow revenue growth
in the foreseeable future. Efforts to cut costs, such as the work of the Productivity Realization Task
Force, will be absolutely essential in preparing State Government for long term viability.

Summary

The challenges facing the Maine economy are formidable, but not insurmountable. Although the
recession of the early nineties was devastating and the after shocks continue to reverberate, Maine
emerges with a stronger foundation for growth. Our real estate sector is no longer poised for disaster.
Our financial institutions are very healthy and are capable of financing economic expansion. Our State
Government has followed the lead of the business sector and is trimming costs and putting its financial
houseinorder. Several large businesses are expanding, offering anumber of new job opportunities. The
Economic Growth Council and the Maine Chamber and Business Alliance have developed along-term
plan and the King Administration has developed the shorter-term strategies to focus our economic
development efforts and to better utilize our scarce economic development resources.



The officia forecast is for overal growth in Fig.6

Maine' s Gross State Product to continue at a 1.5% Real Economic Growth
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